This paper analyze the exchange rate pass-through and fear of floating behavior on 18 countries that adopting Inflation Targeting Framework (ITF). Vector Error Correction Model (VECM) is used: (1) to estimate the effect of exchange rate depreciation to inflation (passthrough); and (2) to examine the indication of fear of floating behavior. The result shows that passthrough effect has decreased in most countries after ITF where middle income countries have higher passthrough than high income countries. This effect did not disappear completely and still has a significant role to drive inflation. The interventions on exchange rate movement can be interpreted more as control of inflation than fear of floating. The implementation of ITF especially in middle income countries needs further to be reconsidered since it requires inflation as the only nominal anchor.
INTRODUCTION
Inflation Targeting Framework (ITF) is a new monetary framework which is mostly used by industrial countries at the begining, such as: New Zealand (1990) , Canada (1991) , United Kingdom (1992) , Sweden (1993) , and Australia (1993) . The implementation of ITF in those developed countries lead to a positive effect towards the inflation and stability of economics where the inflation rate tends to be low and stable so it can increase the economic growth in those countries (Pohan, 2008) .
The economic crisis in 1997/1998 which is mostly occured in developing countries brings a change on their exchange rate regime, from pegged or fixed exchange rate regimes to floating exchange rate regimes. In addition, there was a change in monetary framework from money targeting framework or exchange rate targeting framework to inflation targeting framework.
The impact of exchange rate movement towards the prices in a country, can be analyse by exchange rate passthrough (ERPT) which is define as percentage of the change of domestic price if domestic exchange rate changed by 1%. Its impact to goods and services in a country can occured either directly (direct exchange rate passthrough) or indirectly (indirect exchange rate passthrough) (Majardi, 2000) . Source: Internasional Monetary Fund (2014) Figure 1 The average of inflation rate in high income countries and middle income countries before and after the implementaton of ITF Various studies have shown that after ITF, passthrough was still higher for middle income than high income countries. This shows that role of exchange rate movement affecting inflation is high particularly in middle income countries, thus makes the central bank more difficult to mantain inflation target. The implementation of fullpleged ITF makes the central bank should commit with attainment of inflation target that has been set before. In other side, the openness of economy that is getting large lately makes the movement of inflation always linked to exchange rate movement. The central bank can be trapped on exchange rate targeting and make it as nominal anchor instead of inflation targeting which should be the nominal anchor of ITF. This is often define as fear of floating (Nogueira, 2006) .
There are vast literatures and studies about exchange rate passthrough in various countries, such as: Taylor (2000) , Campa and Goldberg (2002), and Dilla (2014) . However, the studies about comparison of the implementation of ITF and behaviour of fear of floating in high income countries and middle income countries is still rare. That is why this theme is important to understand the impact of the change on this framework.
METHODS
This study use time series and secondary data in 18 countries that adopting inflation targeting framework and divided into two groups: High income countries and middle income countries, in period before and after the implementation of ITF, so every country has different time periode between each other.
The data was collected from Internasional Financial Statistics (IFS), CEIC, dan OECD's iLibrary. Such as, Consumer Price Index (CPI), nominal exchange rate (domestic exchange rate/ US Dollar), interest rate (money market rate), and output (industrial production index). Table 1 Countries that adopting ITF
Correction Model Analysis (VECM)
Vector Error correction Model (VECM) is restricted VAR that used for unstationer variable at the level but have cointegration between them. This restriction should be given due to unstationer variable at level but have cointegration. Then, VECM use that cointegration restriction information into the spesification. VECM is often called VAR design for unstationer series that have cointegration relationship. Thus, there is a speed of adjustment from short term to long term in VECM (Firdaus, 2011) .
The spesification of VECM model generally, as follows: Impulse response function (IRF) was used to examine the comparison of exchange rate passthrough among the countries before and after implementation of ITF. IRF is used to identify the responses of inflation rate toward shock of exchange rate. This value is the parameter of exchange rate passthrough.
Forecast error variance decomposition was used to see the impact of implementation of ITF toward monetary policy responses while there is a shock in exchange rate, hence we can obtain the analysis of fear of floating behavior. Based on Nogueira (2006), a country is indicated with fear of floating symptom if there is intervention to exchange rate either through international reserves or interest rate, meanwhile the exchange rate passthrough is considerably low. It makes the intervention of exchange rate cannot be linked as control of inflation.
RESULT

Comparison
of exchange rate passthrough before and after implementation of ITF Table 2 shows the exchange rate passthrough which is responses of inflation in 12 months to 1 percent exchange rate shock. Table 2 shows that there is decreasing of passthrough in most countries after implementation of ITF, where middle income countries still have higher passthrough than high income countries. New Zealand is noted as the most succesfull country in lowering passthrough in high income countries group from 0.131 to -0.001 after the implementation of ITF. South Korea has same passthrough before and after ITF.
So does Switzerland which has low and constant passthrough for both periods.
The passthrough in middle income countries group is also decreasing, but the average is still higher than high income countries group. Indonesia, Mexico, Brazil, and India relatively have higher passthrough than other middle income countries after ITF. Thus, exchange rate is still important variable to drive domestic inflation. Meanwhile, the variance of interest rate explained by variance of inflation increased after ITF. It means that most countries focused on inflation control instead of exchange rate control after ITF.
Fear of floating analysis
Considering that exchange rate shock still has effect on domestic inflation (exchange rate passthrough), intervention on exchange rate can be interpreted as control of inflation rather than fear of floating behavior. However, in this results, there are some countries with indication as fear of floating behavior. Countries with fear of floating symptom are Sweden, Australia, and Poland in high income countries group, and Thailand in middle income countries group.
The factors that makes a country has fear of floating behavior are: High foreign debt in foreign exchange rate; competitiveness effect; balance of payment effect (Ball and Reyes, 2004) . Another factor that makes a country has fear of floating behavior is exchange rate fleksibility can increase uncertainty and decrease middle income countries access to international financial market.
CONCLUSIONS
In this paper we have analyse exchange rate passthrough and fear of floating behavior in high income and middle income countries before and after implementation of ITF. The results shows that exchange rate passthrough decreased after implementation of ITF in most countries. However, pass-through effect does not dissappear completely, thus exchange rate still has significant role to determine domestic inflation. FEVD analysis shows that exchange rate intervention decreased after ITF in most countries. Exchange rate shock towards inflation makes intervention on exchange rate can be interpreted as inflation control instead of fear of floating symptom.
The implementation of ITF as monetary framework needs to be reconsidered since it requires only inflation as nominal anchor. Efectivity of inflation targeting can decreased due to Exchange rate intervention. Passthrough effect is still exist after ITF particularly in middle income countries so that central bank should always make intervention on exchange rate to prevent domestic inflation caused by exchange rate shock. However, before central bank make the intervention, it needs to know clearly any factors that cause exchange rate depreciate. So it can make sure that it does not cause wrong policy respons. Notes: The number is percentage of variance of interest rate explained by variance of exchange rate after 1,6, and 12 months 
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